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Disclaimer
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This presentation was prepared by Munich Re Japan Life Branch for the benefit and internal use of CLIENT in order to indicate, on a preliminary basis,
the feasibility of a possible transaction (the 'Transaction'). The information contained in this document should be treated as highly confidential. No
disclosure or reproduction may be made to third parties regarding any information disclosed in this document without the prior permission of Munich
Re Japan Life Branch.

By accepting this presentation you agree not to use the confidential information contained in this presentation, and in the other materials you will be
provided with, for any purpose other than for considering a participation in the Transaction. You also agree not to disclose information regarding the
Transaction to anyone within your group other than those required to know such information for the purpose of analysing or approving such
participation.

Content and scope of this presentation are solely for your information and the basis for further discussions with you. This presentation is incomplete
without reference to, and should be viewed solely in conjunction with, the oral briefing provided by Munich Re Japan Life Branch. This presentation
does not purport to contain all information that may be required to evaluate the Transaction. The information in this presentation reflects prevailing
conditions and our views as of this date, which are accordingly subject to change. In preparing this presentation, we have relied upon and assumed,
without independent verification, the accuracy and completeness of all information available from public sources or which was provided to us by or on
behalf of your company or which was otherwise reviewed by us. No representation or warranty, expressed or implied, is made as to the accuracy or
completeness of the information contained in this presentation, and nothing contained herein is, or shall be relied upon as, a promise or representation.
Furthermore, you agree that Munich Re Japan Life Branch will not have any liability to you relating to or resulting from the use of this presentation.

This presentation shall not be construed as an offer to enter into the Transaction.

You agree that by furnishing this presentation to you, Munich Re Japan Life Branch is not acting as your advisor in relation to any regulatory, legal,
accounting or tax matter associated or related to the Transaction. In particular, Munich Re Japan Life Branch is not giving any regulatory, legal,
accounting or tax advice in relation to the feasibility of the Transaction in any jurisdiction applicable to you. Therefore, you are strongly advised to
consult your own independent advisors in relation to any regulatory, legal, tax or accounting advice should you wish to proceed with the Transaction.
Any regulatory, legal, accounting, tax or other advice or opinions of third party advisors which Munich Re Japan Life Branch has provided to you in
connection with the Transaction have been provided to you for informational or background purposes only, should not be the basis on which you enter
into the Transaction, and should be independently confirmed by you or your advisors prior to entering into the Transaction.



Overview of Banc-assurance Market in Japan
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Interest Rate history Japan vs US, Germany
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VA and Banc-assurance Sales

Bancassurance and Variable Annuity Sales
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1. Banc-assurance sales
volume is relatively stable,
~JPY5-6 trillion per year.
The product mix however
changed rapidly over the
past few years.

2. VA guarantee cost is
“‘mark to market” through
hedge and reinsurance cost,
so reacts to market (e.g.
interest rate drop) quickly

3. Huge boom of SPWL
from 2010 but is slowing
down as pricing for
traditional products is
gradually catching up with
the market

4. New VA product
innovation and higher
commission in foreign
currency VA attracted banks’
attention again 6




Last few years have experienced quite a big change in
the Japanese banc-assurance market

BOJ Negative Interest
Rate

Increase of Foreign
Currency (FX) SP
product

Newer Product
Features

Commission Discloser
Regulation

BOJ’s negative interest policy (Jan 2016) made most of
JPY saving product sales stopped and virtually no go

No JPY SPWL

Japanese retail investors known as famous FX investor
Lower JPY rates made FX products sales more

However, AUD rates have decreased, thus less attractive

Hybrid GA+SA VA

Immediate Annuity

Regular premium

In October 2016, J-FSA introduced new rule to force banc-
assurance distributors to disclose its commission level

This so far resulted in lower sales volume for products that
were paying as much as 10% of SP
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Drastic Balance Sheet change in Banc-assurance Munich RE =
player: MS Primary Life
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Product Example 1: AUD SP WL Munich RE

Death
Benefit

Minimum
Death Benefit
(AUD)

anteed Interest Guaranteed Interest
Rate 10 years

A
Issue Date Anniversary Anniversary Anniversary
date date date

—

Whole Life °



Product Example 2: AUD Hybrid G/A+S/A VA Munich RE

________________________________________ > -——

Death
Benefit
(AUD)

in
uarantee
Annuity

Minimum
Death Benefit
(AUD)

A
Issue Date First Annuity
payment Date
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Current Issues for Lifers in Banc-assurance Market
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There have been quite a few issues for lifers selling Munich RE
FX(AUD or USD) G/A saving products

s Foreign rates have been dropping,

= Liquidity is lower for long tenor (AUD) thus became read ocean credited rate
= Accounting problem competition
v MVA = Some insurers do not have foreign

credit monitoring function

v High distribution commission T Ap—
= Usageo +Xccy swap investment —
v PnL treatment for FX AFS asset good, but can involve accounting

s Future rates down risk, if regular premium issue

Issues for
G/A product

New

= Demand for newer products, but lack of ne Product
idea

v Different benefit scheme
v Regular premium (as opposed to SP)

v Inherit tax products .



Long tenor AUD Investment Space is limited Munich RE

AUD Note yield with different tenors
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If JGB is swapped to AUD, c.a. 100bp spread can be Munich RE =

achieved

JGB + Xccy Basis Investment Yield (10 years)
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Demand-Supply factors

m Increase of Samurai bond issuance -> borrowing USD with JPY collateral -> widening
s JPY institutional investors invest in foreign bond swapped into JPY -> widening
Fundamentals factors

m Credit risk difference between JGB and UST/ACGB
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Investor can enjoy JGB+Xccy Yield by Derivative or
SPC note

Direct use of derivative
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Invest in SPC Note

A
y

A
y

ISDA CSA

ISDA CSA
Investor > [Cayman] > FX
JPY 10y SPC JPY 10y market
JGB to earn JGB to earn
JPY 10y < JPY 10y <

AUD BBSW + [80bp] AUD BBSW + [75bp]

JGB

Cash JGB
(10y) (10y)
JGB market JGB market

m SPC Note (JGB + Xccy embedded) can achieve JGB+Xccy yield without having accounting PnL volatility
and derivative ops at investor

v In Japan such note is usually classified as AFS
v' However, due to different reason direct derivative is sometimes preferred
v’ Direct derivative could also be cheaper (but more ops burden)

m Even for SPC note, there will still be accounting Balance Sheet volatility as mtm change will goes to other
comprehensive income (thus Balance Sheet volatility)

m Reinsurance can be utilized to solve all the issues and achieve intended economy



Typical Accounting ALM issue by FX product Munich RE

m As the liability valuation for MVA product is Max(Book Value, Market Value), there will be inevitable accounting ALM
mismatch regardless of the asset holding categories

m If the asset hold is JGB+Xccy, which is quite common, it will be another factor for a complication

Accounting ALM mismatch by Rates change (AFS Asset)

Day 0 Day 1
PnL
Liab
Liab 100= AFS 0
100= Max(100,90) [
Max(BV,MV) Liab 0
Equity Pl 0+0=0

-10

Day 1

m In this case, equity is subject to rates up risk,
and PnL is subject to Rates down risk

PnL
Liab AFS 0

110=
Max(100,110) EENEL) -10

m Similar argument holds for other asset

holding categories
PnL 0-10=-10
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Reinsurance Usage for Saving Product
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Case 1: Xccy Swap Embedded Reinsurance
(SP WL business in AUD)
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Coinsurance Funds Withheld

0 Reinsurance Treaty — Coinsurance Funds Withheld
m Cedant enters a reinsurance with Reinsurer
Reinsurance
Ent!'y m  Reinsurer receives upfront an entry premium (equal to the
LI ceded reserves), and deposits it back to the Cedant

Deposit back v So the asset stays at Cedant

m  As time goes by,

Cedant

v' Reinsurer gets JPY interest on the deposit

JPY

Interests on v" Reinsurer pays the AUD claims

Deposit

Deposit m  Onclaim (death, surrender, maturity) payment, Reinsurer gets

Liability Claims the deposit back, and pays the claim to the Cedant

Asset

Note: SP product assumed |
'@ Py

m Reinsurer trades basket of interest rates, FX derivatives

|
| Xccy Hedge
T : @ Xccy Hedg
|
' replicating the risk exposure under the reinsurance treaty

|
Xccy Hedge l
|

| AUD

m  Reinsurer uses the proceeds of the hedges to pay the claims
under the reinsurance treaty

——

No accounting ALM mismatch due to MVA; no more MVA reserve on Cedant Balance Sheet

JGB + Xccy investment economy is achieved without any accounting concern



Case 2: Rates Forward Swap Embedded Reinsurance

(Regular Premium Saving in JPY)

Modified Coinsurance

Premium

Claims

Cedant

ModCo Rate
(variable)

Stat Increase in
Reserve

Asset

JPY

Note: RP product assumed

Hedge

|
| Vvariable |
JPY Rates] l |
|
| |

JPY fixed
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0 Reinsurance Treaty — ModCo

Cedant enters a reinsurance with Reinsurer
There will be no initial payment

v' So the asset stays at Cedant

As time goes by,

v" Reinsurer gets JPY variable ModCo Rate
(e.g. 10y swap rate on each premium payment date)

v" Reinsurer pays Increase in Reserve (+Claim)

Thus, through the ModCo rate and Increase in Reserve, there is
natural rates forward derivative position embedded in the
transaction

© Xccy Hedge

Reinsurer trades basket of interest rates derivatives replicating
the interest rates exposure under the reinsurance treaty;

Reinsurer uses the proceeds of the hedges to pay the claims
under the reinsurance treaty.

——

Forward Rates risk naturally embedded in regular premium business is hedged

Forward Rates “pick up” is achieved without any derivative accounting volatility




JPY Rates Forward Curve
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m 10y Swap rate has 39p

—e—Spot “‘pickup” between current and Sy
+i:§ v Current 10y Rate: 26bp
—o—3R v 10y Rate in 5y: 65bp

—8—4YR

- m  This “pick up” will be realized only if
oo yield curve turns out to be the same
in Sy, but insurer will be protected

by rates down risk with 39bp buffer
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FAQ for Market Risk Reinsurance




FAQ1: Why is it a Reinsurance?

m Does it transfer “all the risk”
embedded in underlying contract

m Definition of “all the risk” needs to be
noted

No

m ‘“Sufficient amount” of “Insurance
risk” transferred?

Yes

m Treated as reinsurance

m ModCo will normally be here

Yes

No

Does it include “materially
different” risk from
underlying contract or
cedant

No

Potentially bifurcation
needed for such risk

Not reinsurance

Recorded as derivative /
loan

m If “materially different risk” exists, then potentially bifurcation required

Yes

Munich RE

It would be
Coinsurance and
Reserve credit will
be reinsurance

Note: this is generic chart flow of requirement of being reinsurance. Detail will depend on each jurisdiction and accounting

22



FAQ2: Why should | use reinsurance rather than

derivatives

Reinsurance

Derivatives

Better accounting treatment if
reinsurance accounting applies

Can use insurance profit to subsidize
hedge cost

Less operational burden
Diversification of hedge counterparty
through reinsurance

More holistic; can achieve multiple

objectives at the same time

More freedom in choosing risks to take

or hedge

Munich RE =

Cons

Conceptually more complicated
Scrutiny by auditors and regulators
possible

Need of transfer of insurance risks

Hedge accounting not easy or even
not possible
Heavy operational and compliance

burden for running derivatives



FAQ3: _Is reinsurance more expensive than Munich RE
derivatives?

m  No, definitely not
m If reinsurer uses derivatives for hedging, the cost of production for this part is fully market consistent
m Insurance risk transfer has a cost but reinsurer can be a more efficient risk taker due to global

diversification for example

Hedge-able Diversifiable PRI

risks risks

non-
hedgeable

Ma_rket Risk charge
consistent
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VA players
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Major players pre-2008 Major players 2016
Quitted Japan; Runoff
Hartford > purchased by Orix >Daiichi Frontier
: MS&AD purchased shares from :
MS MetlLife MetLife; remains a key VA player > MS P”mary
TMN Financial > Merged with TMN Anshin Sony AEGON '+

Restart again 2016

Sumitomo > Stopped VA Credit Agricole '+
Stopped VA VA on shelf but small~_
; \ ans
ING > IPO under NN Group Meiji Yasuda
Manulife Recent restart on > AXA
hybrid products ~1
T&D Financial > Stopped VA 2 Manulife
Strong growth with product innovations;

Daiichi Frontier —> Sumitomo

Currently market number 1

Start to sell . _
hybrid produst > Nippon Life

VA startups with successful products since 2012/2013
(Another VA start up, Allianz, is running off) 26




VA product evolution Munich RE

>
2002 2005 2008 2009 2012
Active funds with 4 One passive fund with the Volatility control index
standard benchmarks same 4 benchmarks V4 y S

Derivative based / repackaged fund S

fund

Hybrid / fund
internal guarantee

Underlying

Guarantee in JPY
/

Guarantee in FX
/

Policyholders options like

fund switch, policy loan / Very limited policyholder options /

JPY: >=15 years;

Less than 10 years GMAB; Life long GMWB / >=10 years GMAB / FX: >=10 years
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>
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Total charge per annum ~3.0%;
asset management fee goes down from ~0.35% to <0.2%;
100% guarantee is main stream; /

Market consistent
aware design V4

Less Market -
consistent /
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Kazuya Hata FIAJ ASA
Financial Solutions Specialist

Munich Re Japan Life Branch

Phone +81 3 5251 6864
khata@munichre.com
www.munichre.com
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